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Credit Profile

US$124.645 mil severance tax bnds ser 2018A due 07/01/2028

Long Term Rating AA-/Stable New
New Mexico severance tax

Long Term Rating AA-/Stable Affirmed
New Mexico severance tax

Long Term Rating AA-/Stable Affirmed
New Mexico supplemental severance tax

Long Term Rating A+/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AA-' rating to the State of New Mexico's $127.645 million severance tax bonds, series
2018A, and affirmed its 'AA-' rating on the state's $855.075 million parity senior-lien severance tax bonds. At the same
time, S&P Global Ratings affirmed its 'A+' rating on New Mexico's $93.68 million subordinate supplemental severance

tax bonds outstanding. The outlook on all ratings is stable.

A lien on money deposited into the severance tax bonding fund, including net tax receipts generated from natural gas,
oil, and other severed natural resources in New Mexico, secure the senior severance tax bonds. The supplemental

severance tax bonds are secured by a second lien on pledged revenues, after payment of senior debt service.
The ratings reflect our view of New Mexico's:

* Recent increase in pledged revenue as a result of higher oil and gas prices and increased production. Pledged
revenue increased 12.2% in fiscal 2017. The state is projecting a further increase of 24.3% in fiscal 2018 and 8.2% in
2019, followed by small gradual declines thereafter through fiscal 2022.

» Strong 2.28x coverage of new senior-lien maximum annual debt service (MADS) after this sale, using fiscal 2017
severance tax revenue, and 2.83x coverage by state estimated fiscal 2018 pledged revenue. The state calculates
debt service coverage (DSC) using additional pledged interest earnings and financing sources, which we calculate
would produce higher senior-lien MADS coverage of 3.03x by estimated 2018 revenue.

* Good 1.99x coverage of combined senior- and subordinate-lien MADS by severance tax revenue alone in fiscal
2016.

» Declining debt service schedule after 2020 and rapid debt amortization, with all principal to be retired by 2028.

+ Strong additional bonds tests (ABT) for both senior- and subordinate-lien bonds. State statute requires effectively a
senior-lien coverage ABT rising from 2.07x MADS in fiscal 2017 to 2.10x MADS in fiscal 2019 and thereafter, and
from 1.63x MADS to 1.66x MADS for combined senior and subordinate bonds, using the lesser of the current or
previous year's pledged receipts.
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Additional rating factors include what we consider:

* The inherent instability associated with natural gas and oil prices and production levels, which account for the bulk
of pledged revenues. Previously, severance tax receipts declined 32% in fiscal 2010, before increasing 21% and 28%
in 2012 and 2014, respectively, then again decreasing 8.4% in 2015 and 38% in 2016; and

 State geographic limitations in serving natural gas markets that might be distant from New Mexico, particularly as
competing eastern shale gas production picks up near eastern coast markets, although natural gas accounts for only
about 27% of total estimated 2018 state severance tax revenue.

We understand that the proceeds of the series 2018A bonds will be used to fund various state capital improvements.

New Mexico levies severance taxes on a variety of minerals. Oil (71% of state-estimated fiscal 2018 severance taxes),
natural gas (27%), and coal (1%) are the major severance tax revenue generators. Carbon dioxide, copper, potash, and
other minerals account for the balance. We calculate fiscal 2017 severance taxes produced strong, in our view, 2.28x
coverage of new senior-lien pro forma MADS that occurs in fiscal 2020 after this sale, not including interest earnings or
other financing revenues. We calculate fiscal 2017 severance tax revenues cover new combined senior- and
subordinate-lien MADS by 1.99x. In addition, the state realized $9.7 million of investment earnings in its bond fund in
fiscal 2017 and $9.4 million from other financing sources, consisting of reversions of unspent capital proceeds.
Including interest earnings and other financing sources, we calculate senior-lien MADS coverage by 2017 total pledged

revenue rises slightly to 2.41x, and combined senior and subordinate MADS coverage rises to 2.10x.

Following a 28% increase in severance tax revenue in fiscal 2014, severance taxes declined 8% in fiscal 2015, and
declined another 38% in fiscal 2016, before increasing 12% in fiscal 2017. The state estimates 24% growth in fiscal
2018, while projecting 8% growth in 2019. Following that, New Mexico projects declines of 8% in 2020, 2% in 2021,
and 2% in 2022. We believe that price increases in the last year and increased consumption for natural gas have been
offset by new fracking and horizontal drilling technology, particularly in competing eastern shale fields located closer
to population centers, that have caused the state to project gradually reduced sales of New Mexico natural gas,
although natural gas represents only about 27% of total severance taxes. Consequently, pledged state revenue has
gradually tilted toward a larger share of oil-derived severance tax. Oil rig counts have increased since 2016 and
production is rising again. We believe historical fluctuations in severance tax highlight the inherent volatility of
commodity prices and mining production, but in our opinion these are largely offset by strong coverage of debt service

and a declining debt service schedule.

The estimated 24.3% severance tax growth in fiscal 2018 would raise senior-lien MADS coverage slightly to 2.83x, and
combined senior- and subordinate-lien MADS coverage to 2.47x. We believe the state's oil price forecast of $54.00 per
barrel in fiscal 2019 and $3.10 per thousand cubic feet (/mcf) is in line with our forecast (see "The North American
E&P Sector Is Talking Cash Flow Growth and Capital Discipline, But Can They Execute?," published June 6, 2018, on
RatingsDirect). New Mexico estimates state oil and gas prices at $50.00 in 2018 and $3.25 per mcf in fiscal 2018.
Typically, New Mexico oil sells about 10% below benchmark Texas crude oil due to higher transportation costs, while
its natural gas sells somewhat above benchmarks due to useable liquids typically contained within the state's natural

gas.
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The ABTSs for the severance tax bonds restricts the state's ability to issue parity long-term debt. These tests and a "best
efforts" pledge to maintain annual deposits in the bonding fund equal to 2.0x senior DSC and 1.6x supplemental DSC
are positive credit factors, in S&P Global Ratings' opinion. State statute also limits debt issuance to an effective
coverage test of 2.10x MADS in fiscal 2019 and afterward for senior debt, and 1.66x MADS for combined senior and
subordinate bonds, using the lesser of the current or previous year's pledged receipts. Bond counsel has previously
opined that these statutory ABTs cannot be reduced without an impairment of bond covenant. We believe the current
ABT substantially constrains issuance of additional new money parity senior-lien debt without an upturn in available
pledged tax revenue, although the state expects issuance in future years, which would still be possible in view of the

current declining debt service schedule.

New Mexico can also issue temporary short-term supplemental severance tax notes with a lower coverage test. The
state typically issues short-term severance tax-secured notes with a one-day maturity to the state treasurer to make
funds available for capital projects that would otherwise flow to the state's permanent fund, although, based on statute,
notes can be issued for longer periods as long as they mature within the fiscal year. New Mexico can spend severance
tax revenue for capital projects through the issuance of these notes if pledged deposits cover total combined annual
debt service of senior, subordinate supplemental, and short-term bonds by at least 1.07x. Based on statute, the state
could spend severance taxes for capital projects midyear if the lesser of previous-year or current-year receipts covers
all annual debt service by 1.07x in fiscal 2017 phased to 1.16x by fiscal 2022.

Pledged severance tax revenues are collected monthly. There is no debt service reserve; however, to release excess
funds on the day before semiannual debt service is due, there must be a balance in the bond fund equal to the next two

semiannual debt service payments.

Outlook

The stable outlook reflects our expectation that DSC will remain strong on senior-lien debt and good on
subordinate-lien debt during our two-year outlook horizon as oil and gas prices stabilize, or recover, and a declining
debt service schedule props up MADS coverage. We expect that, as debt rolls off, New Mexico will continue to issue
additional debt, which will keep DSC near the ABT. However, we see DSC as protected from significant additional
bonding due to what we view as good ABTs. We also expect natural gas and oil reserves will continue to be
replenished to maintain sufficient production over the bonds' relatively short 10-year life, despite depressed oil and gas
prices and the potential for future cyclicality in severance tax revenues. Should MADS coverage fall materially below
the ABTs, a negative rating action or outlook revision is possible. If we believe the long-term outlook for prices,
production, and additional bonding would support future DSC levels that would remain substantially above the ABTs,

which we don't believe will occur in the near term, we could raise the ratings.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.
Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.capitalig.com. All ratings affected by this rating action can be found
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on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left

column.

WWW .STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 11,2018 5



Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW.STANDARDANDPOORS. COM/RATINGSDIRECT JUNE 11, 2018 6



